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Charter School Financial Review

The Agency Participation Procedure Act: an Ouverview

Pursuant to N.C.G.S. § 135-5.3 (b4) (S.L. 2015-168), a charter school seeking to become a
participating employer in the Teachers’ and State Employees’ Retirement System (“TSERS”) after
the end of its initial year of operation shall undergo a financial review. The financial review will be
based on financial statements and independent audit reports held by the Local Government
Commission or functionally equivalent financial statements and independent audit reports
submitted by the charter school.

Charter schools in operation for less than a year may enter the TSERS on a one-year
provisional status without any action required by the Board of Trustees. Provisional entry is not
contingent upon a financial and actuarial review; however, if a charter school with provisional
status in TSERS desires to remain a participating member of TSERS after its provisional year has
concluded, it must also undergo a financial and actuarial review prior to being approved for entry
into TSERS by the Board.

The Review Process

The Retirement Systems Division (“RSD”), in consultation with the State and Local
Government Finance Division (“SLGFD”), will review a charter school’s financial statements to
assess the financial condition of the charter school and to determine the school’s ability to make
the required contributions to TSERS. The Retirement System will request that charter schools
seeking full entry into TSERS provide the most recent audited financial statements and
independent audit report to the Board in order for the Board to assess the charter school’s
financial soundness.

New charter schools completing a one-year provisional status and/or newly operational
charter schools in operation for just over one year seeking to join TSERS as full participants may
not have available audited financial statements. The financial review “will be based on financial
statements and independent audit reports held by the Local Government Commission or
functionally equivalent financial statements and independent audit reports submitted to the
Board of Trustees by the charter school[,]” pursuant to N.C.G.S. § 135-5.3(b6). The RSD will make
a recommendation to the Board based on its review and in consultation with the SLGFD.

Financial Statements and Documentation Available for RSD and Board Review

Statutorily required annual audits conducted by independent certified public accountants
provide most of the information necessary to determine a charter school’s financial performance.
Based on the annual audit reports, the RSD will rely upon the following documentation to make a
determination as to financial soundness:

e Audited statement of financial position
e Audited statement of activities and changes in net assets
e Audited statement of cash flows

3200 ATLANTIC AVENUE, RALEIGH, NORTH CAROLINA 27604

Telephone (919) 814-4000 or (877) 627-3287 toll-free  Fax (919) 855-5802
www.myncretirement.com



Prepared for July 2016 Board of Trustees meeting

e Notes to the audited financial statements
Additional Documentation to Determine Financial Soundness

In carrying out its statutory mandate to perform a financial review to assess financial
soundness, the RSD may request from a charter school and/or from the Department of Public
Instruction (“DPI”) the following documents constituting functionally equivalent financial
statements to those held by the Local Government Commission:

Business plan, charter or budget documents;

General ledger (including detailed payroll data);

State and federal allotments;

Principal’s monthly report and the calculated average daily membership (ADM);

Monthly financial reports (to determine fund balance, annual debt information, cash flow

projections, burn rate, asset to liability ratio);

e Charter School Financial Performance Framework and Guidance documentation (the
Framework is an annual analysis prepared by DPI for every charter school and is used to
determine a charter school’s financial health);

e Bank statements and loan documents; and

¢ Information regarding board composition and turnover

Assessing Financial Soundness

N.C.G.S. §135-5.3(b7) provides that the Board of Trustees may grant final approval of a
charter school’s application to enter TSERS if “the charter school’s most recent audited financial
statements and independent audit report demonstrate that it is financially sound and can meet
the financial obligations of participation in the Retirement System.”

The Retirement System’s recommendation to the Board of Trustees as to the financial soundness
of a charter school will be based on the following indicators:

e Current asset to liability ratio
o Target: A current ratio indicating assets exceed current liabilities and a month-to-
month current ratio trending upwards.
o Data Source: Audited financial statement; monthly financial expenditure data and
operating budget documentation.

e Student enrollment / Average daily membership (ADM)

o Student enrollment is a key indicator of financial health as actual funded ADM is a
key driver of revenues.

o Target: ADM variance equals or exceeds 1.0 (current actual year final ADM/actual
final ADM for year prior). If considerable change in enrollment, charter school must
demonstrate that it has revised its budget to address variance.

o Data Source: Principal’s Monthly Report (PMR), a monthly record of data about a
school’s student enrollment, transfers, membership, and attendance.

¢ Fund Balance Ratio
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o Target: current financial statement demonstrates a net surplus with few variances
present; sufficient explanation as to how a negative fund balance will be eliminated
in the subsequent fiscal year; presence of a deficit in other funds that will have to be
covered by the General Fund.

*» Demonstrates ability to account for monthly employer contributions to the
Retirement System.

o Data Source: Audited financial statement; monthly financial expenditure data and

operating budget documentation.

¢ Internal controls and governance measures
o Target: Segregation of duties related to financial transactions and indication of
written policies and procedures regarding operations, accounting, personnel, and
academics.
o Data Source: Audited financial statement; charter school’s website and pursuant to
information provided to Department of Public Instruction.

e Cash flow
o Target: positive cash flow and minimum of one month of operating expenses cash on
hand.

o Data Source: Monthly Cash Balance Report.

¢ Presence of large loans outstanding to fund operations
o Target: If present, charter school must address the paying down of the outstanding
obligation.
o Data Source: Audited financial statement.

Based on the above factors, if the charter school would be found by the State and Local
Government Finance Division to be at a high risk of having serious financial issues, the RSD will
not recommend to the Board that it approve a charter school’s entry into the Retirement System. If
a charter school has been identified by DPI as being in financial distress or in Financial
Noncompliance or Governance Noncompliance, the RSD may not recommend full participation of
the charter school to the Board of Trustees. The Retirement System staff will monitor provisional
entrants on a monthly basis to ensure the required contributions to the Retirement System under
N.C.G.S. § 135-8(f) are received by the fifth business day of the month after payroll is due.
Delinquent contribution submissions may result in the revocation of a charter school’s provisional
entry into the Retirement System.

A charter school that has elected to participate in TSERS shall maintain a minimum
aggregate value of $50,000.00 in funds for the purpose of paying expenses related to closure
proceedings due to a voluntary or involuntary dissolution of the charter school. Pursuant to
N.C.G.S. § 115C-218.100, permissible options to satisfy the requirements of this subsection include
one or more of the following: an escrow account, a letter of credit, a bond, and/or a deed of trust.



